The European clothing industry faces a number of important challenges which have been at the forefront of policy thinking across the European Union and beyond. This paper provides a set of reflections on the European Commission's recent Communication on the future of the industry in Europe in the light of pressures of liberalization, globalization and EU enlargement. Based upon ongoing research on the restructuring of the Central and East European clothing sector, the paper highlights the limits of the outward-processing model of production that has dominated east-west interactions in this sector. It also examines the uneven role of upgrading and emerging design capacity in the industry, the role and limits of clothing-industry clusters in the new member states, and considers the role of 'countermarkets' in the pan-European clothing-contracting system.
The European textiles and clothing (T&C) industries are facing major challenges within a context of increasing global integration, pressures for continual liberalization and European Union enlargement. Most significant here are, first, the ongoing process of global T&C trade liberalization governed by the World Trade Organization's Agreement on Textiles and Clothing (ATC) which is due to result in the eradication of quotas on T&C trade by 2005. Second, the enlargement of the European Union (EU) in 2004 has consolidated more than a decade of trade liberalization and economic integration between the economies of Central and Eastern Europe (CEE) and the EU. 1 Each of these processes is increasing the competitive pressures felt by manufacturers, retailers and other agents in the sectors across Europe. Employment in the textiles and clothing industries in the European Union continues to fall as mass production is relocated to other parts of Europe, North Africa, Turkey and beyond. Between 1999 and 2002 T&C employment within the EU fell from 2,404,000 to 2,072,000; a loss of over 300,000 jobs and a decline of 13.8 percent (EC, 2004) .
This process of relocation has stimulated a number of responses. First, producers, retailers and manufacturers in the core EU economies have become increasingly reliant upon higher value activities. In the clothing sector this has included a shift towards more design-intensive activity, marketing, retailing, product and production chain management, niche market production and small runs, and in the textiles sector it has stimulated a shift to more design-intensive fabrics and technical textiles. Second, the relocation of more mass-produced commodities and production processes has resulted in the growth of clothing employment and output across many former state-socialist economies in CEE Smith, 2003) and in a wider Euro-Med zone incorporating North Africa and Turkey (Tan, 2001; Tokatli, 2003) . Between 1989 and 2000, EU apparel imports from the CEE-Med zone climbed from 37 percent to 44 percent of the total (Begg et al., : 2194 . Third, and alongside the growth of export production for EU markets in this arc surrounding the eastern and southern borders of the EU15, the geographical origin of clothing imports has been reconfigured. CEE producers have grown in importance, accounting for 80 percent of increased EU imports from the CEE-Med zone, with some countries, such as Romania and Poland, showing dramatic growth.
Reflecting these challenges, and in an attempt to build a pan-European policy agenda to cope with these changes, the European Commission released in 2003 a Communication on 'The Future of the Textiles and Clothing Sector in the Enlarged European Union' (EC, 2003a) . The Commission's Communication covers a wide range of issues and policy measures. These range from a discussion of the evolution of the European T&C industry, the challenges of enlargement, the global trade environment, and strategies that might be adopted as part of Community policy on the further development of the industry. In particular the Communication highlighted the 'double shock' to the European T&C industry that would result from the May 2004 enlargement of the EU followed some eight months later by the elimination of import quotas under the ATC process.The Communication predicts a loss of employment within not only the EU15 but also the wider Euro-Med zone.
A number of policy suggestions emerge from the Communication. We cannot hope to discuss all of them but among those relevant for our purposes are the following:
• In Europe, 'the sector's only sustainable strategy is to concentrate on innovation, research, fashion and design, creation and quality, and the use of new technologies, together with positive industrial relations' (EC, 2003a: 15) . Enhancing this process is related to encouraging the networking of SMEs and the regional clustering of firms in the T&C sector.
• Improving market access in the EU's export markets -especially in the global South -to match the liberalization of the EU market. As the report argues, if this does not occur, 'the resulting imbalance in market access would be difficult to accept, especially if some of the largest and more competitive textiles and clothing exporters in the world still maintained significant barriers to access to their markets' (EC, 2003a: 23 In particular, we emphasize the importance of recognizing the diversity of the clothing industry in the accession and candidate countries. We point to the organizational structures and forms of regional and sectoral specialization that are different to those found in the current EU member states -a point often not considered in its full significance by the Commission's Communication. This diversity has, we argue, important implications for industrial policy after enlargement, not least of which is the need to construct appropriate policy responses sensitive to locally specific circumstances.
The limits of outward processing and EU15-oriented contracting Outward processing arrangements -first established in the 1980s -have tended to dominate the experience of most export-oriented firms in CEE since before the collapse of state socialism. Producers in the accession and candidate countries are facing extreme competitive pressure, largely based on cost, which continues to undermine their position in the system of outward processing and contract production for EU15 firms. This competitive pressure is increasing quickly, as the Communication correctly demonstrates. Nothing we say in what follows seeks to minimize the sense of impending threat, especially that felt by manufacturers in the accession and candidate countries.
However, from our interviews and survey evidence it is clear that the dynamic nature of international sourcing and trade, and the attendant increase in competitive pressure now being felt by producers in accession and candidate countries, is generating a wide diversity of responses. These reflect distinctly different emerging forms of industrial organization and governance structures in the value chain, each with specific implications for the future of the industry locally. In our interviews and survey work many firms point to three response strategies. First, the typical experience for many firms is that, once locked into dependent relations on EU15-based contractors, these asymmetrical relations tend to persist until cost pressures create the possibility of the loss of orders and the relocation of production to contractors in other, often cheaper, locations. However, for some manufacturers, outward-processing arrangements established since the 1980s have enabled upgrading into own-brand and higher-value production.
Second, there has been a relocation of outwardprocessing type contracting and cut-make (C-M) production away from the accession countries that have typically been at the forefront of these arrangements -notably Poland, Hungary and the Czech Republic. As costs have increased in the clothing sector in these countries, firms have found themselves 'out-priced' by lower-cost producers elsewhere in the region, particularly in Romania and Bulgaria, and more recently beyond in parts of the former Soviet Union.
Third, as the Commission's Communication makes clear, there is an emerging trend towards what we might call more 'triangular' production and contracting relations with non-accession and noncandidate countries, notably in the former Soviet Union. This process is resulting from cost pressures experienced by many of the more traditional producers in the region and the relocation of lowervalue mass production of garments to countries such as Ukraine. Our research suggests, however, that there are limits to the ability of domestically owned companies in the accession countries to coordinate this process (although there are examples of such production networks emerging). Rather, there is evidence which points to the central role played by EU-based inward investors, some of whom have relocated mass production to the Ukraine from Slovakia, for example, while at the same time retaining logistical and finishing stages of the production process in Slovakia.
As continued waves of relocation work their way through the industry, the impacts for producers in the accession countries are clear.Their ability to take part in and effectively manage and organize crossborder production relations is quite constrained by all kinds of factors.Assistance in this area might then be one part of Community-level enterprise policy related to the clothing industry in the accession countries.
Upgrading and the role of clothing design capacity in the accession and candidate countries The Commission's Communication refers to the need for the sector in the accession and candidate countries to upgrade into higher value and more design-intensive areas of textiles and clothing activity. 2 In our research we have examined the role of design in the clothing sectors of Bulgaria and Slovakia. It is clear that there is an emerging, though still small-scale, design industry in both new and former state-owned firms.
In some countries, such as Slovakia, the former state-owned sector has tended to continue to dominate the clothing industry. In these cases, longstanding relationships with EU-based companies and design houses have been maintained, in-house design capacities have continued, and these producers supplement export, outward-processing type contract production with cut-make-and-trim and owndesign production for both local and other international markets. Outside of the former stateowned enterprise sector, design activity is very variable. Some domestic capacity has emerged, often serving new local elite markets or, at the lower end, corporate clothing product markets.
In other countries, such as Bulgaria, where the former state sector collapsed more thoroughly and from it emerged many more small producers and entrepreneurs, building design activity into production processes which are so dependent on outward-processing subcontracting is much more difficult. But, even here there is evidence on a small scale of recapitalization and upgrading in firms, aimed at both export and internal markets, often based on marketing to local boutiques supplying the new social elites of the region.
There is some concern that this part of the clothing market in the accession and candidate countries may face similar competitive pressures from the increase of imports after 2005, as will the lower-value clothing sector, as the Communication highlights.
In addition, the design-intensive clothing sector is currently limited by relatively low domestic demand in the accession and candidate countries and the difficulty of establishing export markets for ownbrand production. But this level of demand is not necessarily the result of imports of designer clothing from the EU15. Limited domestic demand is largely related to low per capita average incomes. But, from the perspective of producers already experiencing increasing difficulties in finding and profiting from outward-processing contracts for EU markets, C-M production becomes increasingly difficult to sustain, even in low-wage regions, and as a consequence firms are struggling to add value to production by adding processes such as pressing and packaging. In some cases, more diversified strategies are emerging involving assembly contracting, parallel product development, design, own-brand production, as well as business activity in non-textiles and clothing areas. It remains unclear whether these strategies of diversification can sustain the industry as the broader changes in trade and competitive pressure occur, but we think it important for industrial policy to take into account these emergent industrial forms and their diversity of production processes.
Such strategies are particularly important in the accession and candidate countries because the Commission's Communication assumes that outsourcing has very specific impacts on wages and productivity: increasing productivity and skill levels in Western Europe and similarly increasing them in the regions from which production is sourced. This assumes, for example, that:
. . . outsourcing reduces the relative demand for unskilled labor and this result applies to the more developed economy that is shedding production activities, and to the developing economy that is receiving them.The reason is that the outsourced activities are unskilled labor-intensive relative to those done in the developed economy, but skilled laborintensive to those done in the less developed economy. Moving these activities from one country to the other raises the average skill-intensity of production in both locations. (Feenstra, 1998: 42) But in CEE, outsourcing resulted in the de-skilling of a labour force that had been employed previously in full-package production.As a result, clothing workers in CEE might be said to have been 'underemployed' during the past decade-and-a-half of outsourcing. Our research suggests that upgrading is occurring relatively quickly across CEE because of the special relationship between cost-pressure and available skill-sets and capacities within the region. Their role in facilitating firm upgrading under conditions in which investment capital has been extremely tight has been underestimated.These skill-sets are quickly being lost in region after region as state and EU support for worker training programmes remains limited.
The constraints on the clothing design capacity of the accession and candidate countries might be enhanced through ensuring the development of strategic alliances between the emergent design sector in the region and design houses in the EU15. Such forms of collaboration might be enhanced through the innovative use of information and communication technologies (ICTs) to enable geographically distant collaboration in the design sector. Equally, improving access to capital and credit markets to enable product and technological upgrading are often highlighted as a key policy concern by producer firms in our study.
Indeed, some firms are already restructuring and upgrading their production process. Some EU buyers and manufacturers who have long-standing relations with large former state-owned firms are devolving logistical and contracting functions to their Central European affiliates, who are then responsible for outsourcing, pressing and packing, warehousing, and shipping to markets in EU countries on as short as 1-3 day orders.
The importance of regional clusters of clothing production in the accession and candidate countries To a very large degree the clothing sector in the accession and candidate countries is geographically clustered in particular regions (as the Commission's Communication notes). These regional concentrations have historically played an important role in clothing and textiles production. However, it is clear that such clusters differ in important ways from those in the current member states.
First, these clusters are often centred on large, former state-owned enterprises, resulting in an industrial structure quite distinct to that found in the EU's member states (see Smith, 2003) . One implication of this industrial structure is the concentration of employment in larger enterprises, as opposed to the dominance of the medium and small-firm sector in the EU15 clothing industry. Slovakia is a good example of this form of clustering. In Bulgaria, the clothing industry was structured in the state-owned sector through a few large producers and many small-scale subsidiary workshops, themselves part of a regional employment creation strategy, especially in rural areas and smaller towns (Begg et al., 1999 (Begg et al., /2000 . The globalization of the Bulgarian clothing industry has created significant shifts in regional employment, with some areas experiencing rapid de-industrialization in clothing (as well as in other branches of manufacture), and in other regions employment growth has occurred so quickly and to such an extent that labour markets are now tightening (with signs of some upward pressure on wages and other labour costs) (Pickles, 2002) . Community-level industrial and regional policy will have to take into account this growing dependence of some regions on the clothing industry and the regional diversity of forms of industrial organization across an enlarged Union. 3 Second, where employment is still concentrated in larger former state-owned enterprises, our research has indicated that employment conditions in many such firms are relatively good. While wages are often low (invariably the lowest manufacturing wages are paid) and the workforce is very feminized (not atypical for the clothing sector), conditions of work, the existence of employment contracts and other aspects of workplace relations are generally found to be adequate. Low wage levels do present problems concerning the payment of a living wage to workers, but in these settings labour inspectorates and trade unions maintain quite strong, albeit diminishing, levels of oversight and intervention. Where workplace problems do exist these are often found in production units and workshops that dominate some of the most peripheral economic regions of countries such as Bulgaria (see, for example, Musoliek, 2004) . Clearly, then, recognition of the diversity of the industrial structure of the industry in the accession and candidate countries is very important in the formulation of appropriate Community-level policy measures concerning employment relations and corporate social responsibility issues.
Third, the central role played by larger firms in the clothing sector means that activity is often concentrated in mass production for export markets under previously established outwardprocessing arrangements. The removal of quota barriers, as the Communication recognizes, will have a potentially detrimental effect on the competitiveness of the sector. One way in which many larger firms have been able to manage the threat of competitive pressure thus far is through domestic outsourcing to smaller workshops and firms. Whether this response can continue to enable larger firms to remain competitive is an open question. Cross-border outsourcing, as mentioned above, might be one increasingly utilized strategic response to these heightened pressures. But in those cases where cross-border linkages are emerging there are important differences in likely scenarios. These different scenarios are determined by the extent to which producers are dependent on EU markets, whether they have emerged using a double strategy of producing for the EU and the USA, or whether such strategies are centred, as we have already noted, on inward investors as opposed to domestically owned firms. In the case of dual strategies focused on EU and US marketsespecially in Bulgaria, where Turkish firms have established triangular production relationshipsprofitability has been affected substantially by the degree to which firms have been dependent on Euro or US dollar contracts. The decline in the value of the US dollar in 2002 and 2003 has had enormously negative effects on profitability for those firms locked into US dollar-priced contracts.
Export specialization in the clothing sector in the accession and candidate countries The Commission's Communication (in addition to the accompanying reports) notes the diversity of products within the clothing industry and discusses the effects of delocalization on product mix, but it does not address the policy implications of the resulting export specialization. Our research suggests that earlier outward processing customs arrangements and the expansion of outsourcing from EU15 to the pan-Euro-Mediterranean zone have fundamentally reshaped the product mix of exports from each country. Competitive contracting seems to have increased export specialization, creating a 'sharper' geography of sourcing and increased specialization and dependence by export producers on a narrower range of product types.
In some cases, such as in Slovakia and for reasons indicated above, the product mix has concentrated increasingly on relatively higher-value clothes, such as men's and women's trousers, suits, shirts and jackets. 4 In other cases, such as in Bulgaria, competitive pressure from Asian producers of lower-cost goods is creating enormous difficulties for producers unable to shift to alternative and higher-value items. Where that shift has been possible, manufacturers are also changing their relationships with EU15 buyers, reducing their dependence on C-M production, investing in new technologies, and beginning to establish deeper forward and backward linkages. The likelihood of long-term success in these endeavours is uncertain and many manufacturers now operate on very short-term planning horizons, while many more are on the verge of bankruptcy.
How are we to understand delocalization? From 'trade liberalization' to 'industrial process' perspectives Finally, a critical area -and one often neglected by considerations of restructuring centred on the impacts of continued trade liberalization -concerns the multiple determinants of change within the European clothing industry. Throughout the European Commission's Communication and its supporting working papers, the Commission places emphasis on the need for 'measures aimed at strengthening the competitiveness of the EU textiles and clothing sector in anticipation of the elimination, after almost [sic] four decades, of WTO import quotas in January 2005' (EU Press Report, 2003). January 2005 is undoubtedly an important horizon to which all eyes in the industry are now directed, as they have been for some time. However, as the Communication points out, the Community adopted an earlier round of measures to promote industry competitiveness among EU manufacturers, known as outward-processing trade (OPT). A customs regime that allowed manufacturers and retailers in EU countries to outsource C-M assembly operations to CEE countries without incurring customs duties on the re-imported clothing, outward-processing trade stripped out from EU countries a large proportion of labour-intensive assembly operations, especially in clothing. As the reports show, one consequence of this process of delocalization was that productivity increases were achieved in the EU textiles and clothing industry throughout the 1990s.
It would be a mistake, however, to interpret such productivity increases in terms of the liberalization of trade policies without also taking into account the forms and timing of the restructuring of the clothing industry in the EU. In practice, industrial outsourcing and delocalization had begun in the 1980s and were driven primarily by manufacturers and retailers seeking to protect and increase their competitive position in EU and world markets and supported by EU customs-relief policies such as outward-processing trade. These resulted in the extension and elaboration of production systems geographically to encompass low-wage producing regions in the accession and candidate countries, and beyond. Design, marketing, logistics and communications were retained in the main firms in the EU while assembly was outsourced. In the economic crisis that followed the collapse of state socialism, the majority of CEE clothing firms were forced to turn to C-M export production for EU buyers. Much of this outsourcing was 'regional' rather than 'global' in that it resulted in a cross-border production system centred on Europe producing for EU markets.
It is clear from interview after interview which we have conducted that retailers and manufacturers pressed for customs relief to enable this geographical shift in production relations. However, retailers saw this delocalization not as a process which made the industry 'footloose', but one which enabled firms to develop more nuanced sourcing and production strategies based on their specific market and product needs. The Commission's Staff Working Paper on the Evolution of Trade recognizes this:'However, for countries to be able to reap these benefits they need to fully understand the changes that occurred in the global context, mainly the new organization of production based on short delivery time and regional strategies' (EC, 2003b: 6) . But the issue is not further elaborated. Instead, the report continues to locate the clothing industry as crucial for developing countries in their 'stages of development', focusing attention on the inevitability of competitive and price pressure as liberalization of trade regimes continues.
In contracting in the accession and candidate countries of CEE, some retailers and buyers do locate Eastern Europe in a fully global strategy in which cost pressures are paramount. Some are able to develop this global sourcing strategy in a situation in which high-quality inputs and production are also achieved. But for many EU-based firms and retailers adopting a strategy of 'delocalization', issues of proximity, production schedule, delivery-time, established infrastructure and skills, and cultural familiarity for managers and technical staff are crucial elements of a sourcing and industrial location strategy centred on the Euro-Mediterranean region. In these cases, delocalization means not just 'price pressure' or searching for low-wage production. It also means more than a simple process of quickresponse manufacturing. Delocalization allows effective control over production processes in ways that enhance, not restrict, flexibilities in sourcing and marketing.
In his Afterthoughts on Material Civilization and Capitalism (1977) , the French historian Fernand Braudel suggested that it was necessary to understand markets in terms of complex hierarchies of exchange relations. In particular, he argued that markets can function in ways that are far from open and free. He calls these 'private markets', or countermarkets, and they are sufficiently important in understanding the current situation and future prospects for the clothing industry in Eastern Europe to warrant extended quotation:
English historians have shown that as of the fifteenth century the traditional public market was accompanied by what they have called the private market (I would prefer to stress differences and call it the countermarket) . . . Itinerant dealers who collected and assembled merchandise went to the homes of the producers. From the peasant they bought wool, hemp, livestock, hides, barley or wheat, and poultry. Or they might even buy these items in advance, as unshorn wool and uncut wheat.A simple note signed at the village inn or at the farm itself sealed the bargain.Then they shipped their purchases by cart, pack horse, or boat to the major cities or coastal ports . . . (p. 52) This type of exchange replaced the normal collective market and substituted for it individual transactions based on arbitrary financial arrangements that varied according to the respective situation of the individuals involved . . . It is obvious here that we are dealing with unequal exchanges in which competition -the basic law of the so-called market economy -had little place and in which the dealer had two trump cards; he had broken off relations between the producer and the person who eventually received the merchandise (only the dealer knew the market conditions at both ends of the chain and hence the profit to be expected); and he had ready cash, which served as his chief ally.Thus, long chains of merchants took position between production and consumption, and it is surely their effectiveness that caused them to win acceptance, especially in supplying large cities, and that prompted the authorities to close their eyes or at least to relax controls. (pp. 52-3) Who could doubt that these capitalists had monopolies at their disposal or that they simply had the power needed to eliminate competition nine times out of ten? Finally, the sheer size of their capital enabled capitalists to preserve their privileged position and to reserve for themselves the big international transactions of the day. (pp. 57-8) Indeed, in interviews with retailers and producers it was clear that outward-processing trade and the 'normal' trade that has replaced it have many characteristics in common with the countermarkets of which Braudel wrote. After 1989 (and as we have seen in some cases before 1989) East European producers were quickly entrained in well-established outsourcing networks and locked into assembly production for European buyers. For many producers, contracting became the sole source of work for the factory and managers had little opportunity to either build new markets or experiment with new products or production processes. Capital was scarce and contracts required on-time production of increasing quality. Many producers were simply 'locked-in' to existing chains of contracting and supply, with little opportunity or hope of 'branching out' or understanding alternative market conditions. These were classical private markets, segmented and monopolized by buyers to discipline producers, minimize costs, and increase flexibility (especially during periods when consumption patterns were changing quickly).
Such private markets or countermarkets have direct importance for the questions posed by the Commission's Communication. The existence of countermarkets in some ways supports the Commission view of a threat to the industry in the region from continued outsourcing to cheaper regions. But it also suggests that a more geographically nuanced policy response might be needed. Countermarkets have at least two indirect consequences that are worth noting. First, their existence may permit cost-effective production to be maintained even in conditions of generally increasing wages.This is precisely what has happened in the clothing districts of large cities in Western Europe and the United States. Second, the longstanding nature of linkages within countermarkets may have implications for industrial learning and upgrading. As we have indicated already, some producers in Bulgaria and Slovakia are beginning to develop forward and backward linkages, to re-invest, and to extend the range and quality of services they perform. In some cases, this upgrading is taking place in cooperation and/or partnership with the buyers with whom they have worked for many years. That is, the private structure of the markets has in time created some level of mutual dependence (and possibly trust) on both sides. The private market, in effect, configures a space of economic decision making far different from that presumed by the logics of market liberalization.
Understood in these ways, outsourcing and delocalization may not be the same footloose processes which emerge through the single lens of 'trade liberalization'. But, in this sense then, we need to know a great deal more about the actual relations of exchange, contracting, and production within the markets and countermarkets of the accession and candidate states. Notes to producers in CEE. It became further consolidated in the signing of the Europe Agreements during the 1990s, which, by the late 1990s, had enabled the virtual, fullliberalization of EU-CEE trade in the T&C sectors (see Begg et al., 2003) . 2 This argument is made not only for producers in CEE but across the European Union. 3 Invariably these are some of the poorest regions also eligible for Objective 1 funding after EU enlargement. 4 One estimate suggests that an average of 35% of clothing exports from the accession and candidate countries to the EU comprises relatively high-value garments, and that this concentration increases to nearer 50% in countries such as Slovakia .
